tractor supply lines should improve as a result, as
should surge capability and logistics sustainability.

Multiyear contracts also motivate contractors to ac-
complish meaningful long-range planning and make
them more amenable to buying strategic materials in
bulk, a practice that lessens the dangers associated with
overseas sourcing. As program stability increases, con-
tractors will incur lower financial borrowing costs, and
contract administration costs will decrease as well. To
the extent that these and other benefits accrue, acquisi-
tion time probably will decline and program stretch-
outs, which contribute significantly to cost overruns,
should be sharply curtailed.

Originally, industry and government representatives
estimated that multiyear defense contracting would net
constant-dollar savings of approximately 10 percent.
While savings have not always been at that level, pro-
jected savings from multiyear procurement initiatives in
the FY 1984 procurement budget alone totaled nearly
$1.6 billion. In fact, of the 23 multiyear procurement
programs approved for fiscal years 1982 through 1984,
only two, the AN/TRC-170 radio and the MK-45 gun
mount, failed to meet or exceed their total projected
cost savings. On a per-unit basis, even the MK-45 pro-
gram is experiencing a higher percentage of savings
than was projected; the total production quantity, how-
ever, is lower. A good example of the kind of success
possible with multiyear arrangements is the MK-46 tor-
pedo program, the actual savings for which are now
$150 million, nearly four times the expected amount,

Industry and government officials also acknowledge
that, used inappropriately, multiyear procurement will
yield very different results. If a consensus is lacking
concerning the need for a weapon system, if the design
is unstable, or if cost estimates are far off the mark, the
multiyear approach will reduce DoD's flexibility in re-
sponding to changes in threat, economic conditions, and
technology. This and other risks associated with
multiyear procurement are very real and must be recog-
nized so that they can be kept to a minimum.

Another concern is that the government, hoping to
prevent a "loss of savings" and avoid the high cost of
cancellation, might become increasingly reluctant to
abolish programs. Also, future Congresses and defense
secretaries could inherit greater financial obligations
and have less room to maneuver because multiyear pro-
curement will account for a larger portion of DoD's to-
tal obligational authority, thereby reducing funds avail-
able for higher-priority programs unless a significant
penalty is incurred. In addition, legislators have misgiv-
ings about both the weakened congressional oversight of
military spending that results from multiyear procure-
ment and the practice of committing future Congresses
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and administrations to current spending programs.

Certain factors inherent in the acquisition process can
undermine the effectiveness of the multiyear approach
too. Obsolescence, scrappage and rework, and
reconfiguration can all mean higher costs and greater
risks, as can the hidden costs of storage, maintenance,
and shelf-life or warranty expirations for advance pro-
curement items. Because multiyear arrangements entail
large purchases of production materials initially, they
can also create significant cash flow problems and add
to program risk if a contractor is not financially healthy.

Moreover, fostering competition could become more
difficult. Once DoD awards a multiyear contract, oppor-
tunities to compete for follow-on buys may dwindle due
to the high cost of tooling, which may deter prospective
contractors from competing with existing ones. Another
disadvantage is the resistance DoD is likely to encounter
as it tries to convince the services and program mana-
gers to change direction once they are committed to a
particular acquisition strategy.

Although criteria exist to help managers select sys-
tems appropriate for multiyear procurement, the
decision-making process still calls for a great deal of
subjective judgment. Ideally, managers should use the
approach only for programs that have continuing re-
quirements consonant with current plans, that run little
risk of contract cancellation, and that have a stable de-
sign with low technical risk. Cost estimates for the pro-
gram should be realistic as well.

A policy memorandum issued by the office of the sec-
retary of defense in May 1981 outlines several basic
guidelines to apply in evaluating the multiyear ap-
proach. For example, is the potential there for signifi-
cant cost savings? Systems with greater risk to the gov-
ernment should offer greater opportunities for cost
savings and other benefits. Also, procurement require-
ments should be stable. In other words, the total number
of items needed and the desired delivery rates should be
likely to remain steady during the contract period.

Furthermore, officials should have reasonable expec-
tations that successive annual budget requests, authori-
zations, and appropriations will provide the necessary
level of funding through the contract period. Items con-
tracted on a multiyear basis should enjoy a level of pri-
ority as high as or higher than that of other items against
which they must compete for resources. They should be
fully developed, tested, and technically mature as well
and have low probability of requiring expensive engi-
neering changes, modifications, or retrofits during the
contract period, Any anticipated changes should be
small enough to keep total costs within the proposed
funding profile.

Finally,  acquisition  managers  and decision-makers
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